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ABOUT COMMON SENSE INSTITUTE

Common Sense Institute is a non-partisan research organization dedicated to the protection and
promotion of Colorado’s economy. CSl is at the forefront of important discussions concerning the future of
free enterprise and aims to have an impact on the issues that matter most to Coloradans. CSlI's mission is to
examine the fiscal impacts of policies, initiatives, and proposed laws so that Coloradans are educated and
informed on issues impacting their lives. CSI employs rigorous research techniques and dynamic modeling
to evaluate the potential impact of these measures on the economy and individual opportunity.

TEAMS & FELLOWS STATEMENT

CSl is committed to independent, in-depth research that examines the impacts of policies, initiatives,
and proposed laws so that Coloradans are educated and informed on issues impacting their lives.
CSl's commitment to institutional independence is rooted in the individual independence of our researchers,
economists, and fellows. At the core of CSl's mission is a belief in the power of the free enterprise system.
Our work explores ideas that protect and promote jobs and the economy, and the CSI team and fellows
take part in this pursuit with academic freedom. Our team’s work is informed by data-driven research and
evidence. The views and opinions of fellows do not reflect the institutional views of CSI. CSI operates
independently of any political party and does not take positions.
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INTRODUCTION

Colorado's Medicaid program, Health First Colorado, faces a suite of long-term financial problems likely
to grow even more severe over the next few years. Some officials will hold the One Big Beautiful Bill Act
(OBBBA), federal legislation signed into law last July, responsible, but Colorado’s Medicaid program has
been on an unsustainable path for years.

Health First Colorado is administered by the Department of Health Care Policy and Financing (HCPF),
whose footprint in Colorado’s government has been growing for decades, especially since the state
opted into Medicaid expansion in January 2014. High costs, strict regulations, concerns about quality of
care, and fraud all plague Health First Colorado. HCPF's budget has consistently risen faster than other
state spending even through periods of declining Medicaid enrollment—between 2015 and 2025, HCPF
spending doubled while the rest of the state budget grew by 64%.!

Recent policy changes are responsible in part for HCPF's extreme spending obligations. The Colorado
legislature enacted 182 new health care bills between 2019 and 2025, many of which expanded HCPF and
raised the costs of providing public insurance. These bills created new bureaucracies, expanded covered
services, and added regulations on public and private providers. The incremental cost of these new
policies totals at least $858 million per year in state spending alone

Beyond the bills specific to the healthcare sector, legislators have enacted a total of 350 new bills
that affect hospitals directly or indirectly through environmental regulations, workforce laws,
or other matters."

Throughout the 2026 session, legislators are likely to propose bills that address the prospective impacts of
the OBBBA, whose changes to Medicaid will not take effect until 2027. Their ability to enact more policies
like those described above may be limited this year by statewide revenue shortfalls and concerns about
the OBBBA.
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KEY FINDINGS

= Between 2015 and 2025, HCPF spending grew by 101%, from $8 billion to $16 billion, while the
rest of the state budget grew by just 64%. Real health-care spending continued to grow even
during post-pandemic declines in Medicaid enrollment.

= The agency's total spending growth over the last decade is higher than the combined growth
rates of Medicaid enrollment and medical inflation. CSI estimates that the agency could have
spent as little as $10.8 billion in 2025 without underlying cost increases added by state and
federal policy.

= Between 2018 and 2024, Medicaid enrollment rose by 7.6% while HCPF's total FTE
employment and spending by the Executive Director’s office rose by 72% and
101%, respectively.

= HCPF faced criticism for its management of Medicaid eligibility redeterminations after
pandemic-related protections expired in 2023. 48% of these redeterminations resulted in
disenrollments in Colorado while the national average was 31%. Between 2023 and 2025,
Medicaid coverage in Colorado fell from an all-time high down to nearly its 2015 level.

= There are opportunities to reform state programs, including RAC audits and the Hospital
Transformation Program, to save state funds and reduce needless costs for providers in
advance of federal Medicaid cuts.
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HCPF SPENDING AND MEDICAID

HCPF is Colorado's designated agency for receiving and allocating federal Medicaid funding. The
Department also receives funding for Child Health Plan Plus (CHP+), which covers children of some low-
income parents and pregnant women who do not qualify for Medicaid.

As the organ of government responsible for health-care spending in Colorado, HCPF has requested

and received dramatic increases to its budget over the last decades. Before 2011, education received a
larger share of state funding than health care, but HCPF came to dominate the budget through Medicaid
expansion, new health insurance programs, and a deepening pool of coverage requirements and other
laws upheld by state spending. In just the last 10 years, its spending doubled from $8 billion to $16 billion

while other state spending
rose by just 64%." HCPF's
spending was nearly 37% of
the state’s operating total in
fiscal year (FY) 2025, whereas
the Department of Education,
the next-largest entity, spent
18%. The agency, whose
primary function is managing
Health First Colorado,
continued to grow even during
rapid declines in Medicaid
enrollment since 2022. High
medical inflation, hundreds of
new health-care regulations,
and rising full-time-equivalent
(FTE) employment contribute
to this trend.

FIGURE 1.

HCPF Spending and Medicaid Enrollment (2015-2025)
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TABLE 1.

HCPF Spending, Medicaid Enrollment, and Uninsurance in Colorado

Total spending Federal funds State funds el\:rej;;ae':t plir::ral:::"

FY 15 $7,936,717,332 $4,675,575,363 $3,261,141,969 1,172,532 430,000
FY 16 $9,123,926,403 $5,438,943,180 $3,684,983,223 1,321,725 413,700
FY 17 $9,097,377,873 $5,420,330,083 $3,677,047790 1,343,979 409,800
FY 18 $9,928,054,414 $5,802,250,189 $4,125,804,225 1,303,683 425,200
FY 19 $10,403,998,605 $5,944,110,291 $4,459,888,314 1,258,689 436,700
FY 20 $10,851,633,567 $6,355,609,055 $4,496,024,512 1,203,153

FY 21 $12,076,139,580 $7563,106,406 $4,513,033,174 1,430,499 451,000
FY 22 $13,475,383,094 $8,637872,527 $4,837510,567 1,597,863 399,600
FY 23 $14,683,570,649 $9,054,693,848 $5,628,876,801 1,700,185 382,500
FY 24 $15,007607,586 $8,672,401,300 $6,335,206,286 1,313,588 455,100
FY 25 $15,960,548,064 $9,043,840,556 $6,916,707,508 1,208,864

CSI's analysis suggests that much of HCPF's last decade of spending increases could have been avoided
in the absence of expansive policy and other nonessential spending. The agency'’s total spending growth
over that period, 101%, is higher than the combined growth rates of Medicaid enrollment, medical
inflation, and obesity (a proxy for public ill-health)."viii |n the absence of some other nondiscretionary
cost driver, this means that HCPF is spending more than is strictly necessary to deliver its services.

Had the agency, with respect to Medicaid caseloads, inflation, and public health, budgeted in FY25
as it did in FY15, it could have spent as little as $10.8 billion—still $2.9 billion more than in 2015, but
$5.1 billion less than its actual spending. Some aspects of HCPF's administration, like its FTE employment

level, grew at exceptional rates
between those two years, but
the Department’s administrative
spending remained near 4%

of its total budget throughout.
Some aspects of HCPF's
administration, like its FTE
employment level, grew

at exceptional rates, but its

total administrative spending
remained near 4% of its budget
throughout the decade.* What
changed the most over that
period was policy. Lawmakers
enacted 182 new health care
bills between 2019 and 2025
alone that added $858 million
to the annual state burden and a
similar amount to the state’s use
of federal matching funds.

FIGURE 2.

HCPF Spending Growth in Context (FY2015-2025)
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PROGRAM MANAGEMENT

At the same time its budget was rising, HCPF left millions of dollars of federal funding on the table that
could have helped hospitals and improved patient care. Specifically, HCPF failed to maximize federal
matches for reimbursing the costs of hospital treatment provided to Medicaid patients. Other states
achieved the full match but Colorado, under HCPF’s management, chose not to.

While leaving federal funding for providers on the table, HCPF increased its own administrative overhead
substantially. Data show that, from FY18 through FY24, Medicaid enrollment rose by 7.6%. During this
same period, HCPF's total FTE employment rose by 72%—an increase equivalent to 339 full-time staff—
amid only a modest increase in case volume.* Meanwhile, spending by the Executive Director’s office
doubled from $252 million to $506 million.®

These patterns have generated
a tremendous amount of
spending on HCPF functions
other than patient care and a
sizeable increase in the level of
uncompensated care hospitals
have to provide. The following
subsections highlight some
changes to HCPF functions
that could make the state’s
healthcare system more
efficient before the OBBBA
comes into force.

FIGURE 3.

Growth of Medicaid Enrollment, HCPF Spending, and HCPF Full-time
Equivalent Employment since 2015
@ Medicaid enrollment @ HCPF spending l HCPF FTE employment

120%
110%
100%
90% +
80%
70%+
60%
50%
40%
30%
20% 4

10%

0%

OAdVvd0OT10D NI 4dOH ANV dlVOId3IN ONIDV4 SIONITTVHD // 9T0T AdvNUadd

COMMON SENSE INSTITUTE :: COMMONSENSEINSTITUTECO.ORG


https://CommonSenseInstituteco.org

State Directed Payments

Colorado has historically not taken advantage of State Directed Payments (SDP), which allow state
Medicaid programs to instruct managed care organizations (regional healthcare networks that manage
Medicaid members' insurance plans) to make additional payments, supported by federal matching, to
health care providers for the sake of improving access to care and quality. In an effort to reduce federal
spending, the OBBBA significantly restricts Medicaid SDPs by capping them at 100% of the Medicare rate
for expansion states and 110% for non-expansion states.

Although SDPs have been available to states since 2016, HCPF did not seek to capitalize on that source
of federal funding until the last possible moment. On June 24, 2025, with just days to spare before the
OBBBA was signed into law, the agency published a proposal for a SDP program to supplement funding
for the Colorado Healthcare Affordability and Sustainability Enterprise.*

RAC Audits

HCPF is responsible for ensuring that Medicaid expenditures are appropriate and that providers
throughout the state are billing properly. Payments should only be made for services that are provided,
medically necessary, accurately coded, and billed within proper timeframes. Colorado participates in

the Recovery Audit Contractor program (RAC), and it is one of only 18 states with a Medicaid RAC audit
program. HCPF outsources this audit function to a third-party contractor. The goal of the RAC auditor is to
audit claims, identify improper billing and errors, and then recoup funds from a given provider.

This program benefits providers and the rest of the healthcare system if done correctly and in good
faith. An independent audit completed in 2024, however, identified many shortcomings in Colorado’s
RAC audits.®¥ Some, but not all, of these issues were addressed during the next legislative session by the
signing of SB25-314> Among the problems found by the 2024 audit are the following:

= HCPF did not verify that RAC staff have contractually required credentials (resolved by SB25-314).

= HCPF has not ensured that its RAC auditor offers provider outreach and education as the contract
requires, reducing its effectiveness at improving provider billing practices.

= During the five years between 2019 and 2023, RAC auditors recovered approximately $84 million in
overpayments to providers, $73 million of which happened in just 2022 and 2023. Hospital leaders
appeal or contest a large share of these overpayments.

= HCPF paid the RAC auditor 18% of overpayments identified, as opposed to amounts collected, which
may incentivize the RAC auditor to be less scrupulous when attempting to find overpayments. The
18% premium was higher than that offered in any other U.S. state until SB25-314 capped it at 16%.

= When the RAC auditor identifies underpayments, correct amounts are not returned to providers.
Colorado is the only state that does not fully reimburse hospitals for underpayments.
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= The administrative burden on providers responding to RAC audits, which must be done in a short
window of time, was excessive. Under SB25-314, providers can now be audited only three times
per year.

= Providers have the ability to appeal against RAC findings, but the process is costly, inefficient, and
often fruitless.

= RAC audits in Colorado covered a seven-year period. Only one other state allowed a period this long.
SB25-314 now restricts Colorado’s maximum look-back period to three years, bringing it in line with
most other states.

Although SB25-314 addressed many of the biggest problems with RAC audits in Colorado, there remains
much that could be done to ease providers' burdens and restore confidence in the program. The purpose
of RAC audits should not be just to correct irregularities but to educate providers and foster transparency,
functions that the state’s punitive approach has so far neglected.

Hospital Transformation Program

The Hospital Transformation Program (HTP), a HCPF-led initiative to improve access, quality, efficiency,
and integration across the healthcare continuum for the Medicaid program, began in 2021. It penalizes and
rewards hospitals based on performance standards that it sets; its penalties are expected to increase after
this summer, especially for some rural hospitals, if the program is renewed.

Survey responses across the 85 participating hospitals throughout the state suggest that some aspects of
the HTP have been beneficial while others are burdensome and duplicative of other regulatory projects. "
Hospitals already have robust quality programs under standards put forth by Medicare, the Joint
Commission on Accreditation of Hospitals, the Colorado Department of Health, and other regulatory
bodies. Some facilities believe that patient care has improved and that relationships with Regional
Accountable Entities (RAE) and the Health Information Exchange (HIE) have somewhat improved, but
hospital leaders also largely say the program has not helped them achieve health-related social needs,
which is one of the stated aims of the program.

Hospital leaders also claim that HTP performance measures have led them to prioritize those measures
over more meaningful initiatives that better address the needs of their patients and help improve quality.
In addition, the substantial administrative burden imposed by the HTP has diminished the desired

impact of the program and caused hospitals to spend extra time and resources to meet documentation
requirements. Many hospitals believe that the measures imposed by the HTP do not align well with other
state and federal quality initiatives. This problem adds further to the administrative and cost burdens.

Although many providers believe HCPF has been helpful at understanding their needs, there are many
flaws in program administration. Hospitals report that they had limited understanding of the data they
received at the start of the program and largely lack the information technology resources needed to
collect the data that the program requires of them. Furthermore, hospitals report that they do not receive
timely data from the state to support real-time improvements. Also of concern to providers is a sense that
some of the program'’s standards change suddenly and unexpectedly.
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Part of the HTP's objective is to enforce collaboration between hospitals and RAEs; hospital leaders
largely believe this endeavor has failed. There is scant belief that this collaboration has improved patient
outcomes or that the RAEs are meaningfully utilizing data that hospitals provide. Also, RAEs are not
financially accountable to the HTP like hospitals are. The data provided by RAEs are not transparent; they
have no milestone reporting and little accountability for results.

Providers nearly unanimously agree that the HTP is a complex program to implement. It is not guided by
objective evidence, lacks meaningful reporting requirements, has unclear governance and administrative
processes, and largely does not support existing quality agendas. In many cases, the program does not
align with impactful improvements for the care of patients. Hospital leaders also do not believe that the
program has reduced the cost of care, lowered avoidable admissions, narrowed healthcare disparities, nor
improved the overall effectiveness of care delivery, though all of those are goals of the program.

As a five-year program that launched in 2021, the HTP is up for sunset or reauthorization this year. For
the reasons articulated above, many providers would prefer that the program not be renewed; if it is
extended, however, there are opportunities for beneficial reforms. Policymakers could improve the
HTP by allowing hospitals to lead it and letting HCPF act as a repository for data rather than a decision-
maker. Reform should empower hospital leaders to propose meaningful quality measures and reduce
administrative and technological burdens.

Medicaid Enrollment

Medicaid in Colorado covers disabled people, pregnant women, low-income adults and their children, and
some seniors. Although the eligible population has generally risen over time due to coverage expansions
(Colorado adopted Medicaid expansion in 2014) and demographics, enrollment in Health First Colorado
has fallen in five of the last 10 years. By far the largest of these declines occurred between 2023 and

2025 when nearly 800,000
FIGURE 4.

people were disenrolled from
Medicaid following expirations
of pandemic-related 12.4%21.4% 30 4% 33 4% B4 0T 4%
protections. Colorado's

disenrollment rate through

this unwinding period was well

above the national average—

according to the Kaiser Family

Foundation, 48% of eligibility
redeterminations in Colorado

and 31% across the country

resulted in disenrollment.*i

These disenrollments brought

Medicaid coverage in the state

down to nearly its 2015 level

by 2025. Source: KFF

State Disenrollment Rates during the Medicaid Unwinding Period
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For Colorado hospitals, these removals came at an inopportune time. Although Medicaid does not
reimburse the full cost of most medical procedures, many of those disenrolled from Medicaid after
the pandemic became uninsured and reliant on uncompensated care. Colorado hospitals provided
$140 million in care to patients unable to pay during the first quarter of 2025 alone, a 26% increase
over the same period in 2024 and double that of 2023

Part of the reason for Colorado’s high disenroliment rate may have been how HCPF accommodated
enrollees seeking renewals after the temporary federal Medicaid protections expired. Many states put
emphasis on automating renewals whereas Colorado’s process was too complex for some enrollees
to negotiate™ In 2023, Colorado had approximately 608,000 children covered by Medicaid and just
420,000 a year later; this suggests that parents may have had particular trouble navigating the renewal
process.

When people lose Medicaid coverage and become uninsured, the financial burden of caring for these
patients shifts to private insurance, causing increases in insurance premiums. When insurance premiums
get too high, people let their private coverage lapse, raising the uninsured population and degrading
system-wide quality of care. This scenario may be playing out in Colorado now. From 2022 to 2024,
total emergency room visits by uninsured patients in Colorado rose by 53%—an increase of more than
90,000. In metro Denver, the increase was approximately 67%. This rise indicates a lack of primary care
access for this population, something Medicaid provides to its enrollees.

OAdVvd0OT10D NI 4dOH ANV dlVOId3IN ONIDV4 SIONITTVHD // 9T0T AdvVNUa3d

COMMON SENSE INSTITUTE :: COMMONSENSEINSTITUTECO.ORG

12


https://CommonSenseInstituteco.org

RECOMMENDATIONS

Given expected future budget shortfalls, policymakers must contain Medicaid costs while ensuring that
quality of care across Colorado’s healthcare system does not diminish needlessly. Fortunately, there are
opportunities to trim spending, reduce burdens on hospitals, and enhance patient care. Policymakers and
HCPF administrators could:

= Reduce HCPF's spending on priorities other than patient care
= Consider rolling back recent legislative actions that have increased costs for providers and/or HCPF

= Take a much more collaborative approach to its relationships with hospitals, be less bureaucratic,
educate rather than penalize, and do away with regulations that add little value

= Take better advantage of SDPs
= Return the full value of underpayments to hospitals when found in RAC audits
= End or reform the Hospital Transformation Program

= Make more of an effort to keep eligible people on Medicaid to manage providers’' uncompensated
care costs
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CONCLUSION

Colorado’s state-funded health care system is at a breaking

point. For the last decade, policymakers have added burdens on
providers, particularly hospitals, while approving significant funding
boosts at HCPF that do little to improve care. The state Medicaid
system is bloated, but not because of new enrollees. In fact,
disenrollment in Medicaid may be leading to higher health care
costs statewide.

Regulatory reform is necessary, and policymakers also should
consider options to reduce HCPF's budget while still providing
care to the Coloradans who need it most.
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